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THE GABELLI EQUITY TRUST INC.

STATEMENT OF ADDITIONAL INFORMATION

The Gabelli Equity Trust Inc. (the "Fund") is anon-diversified, closed-end
management invesment company that seeks long-term growth of capital by investing primarily
in aportfolio of equity securities selected by Gabelli Funds, LLC, the investment adviser to the
Fund. Incomeisasecondary investment objective. It isthe policy of the Fund, under normal
market conditions to invest at least 65% of itstotal assesin equity securities.

This Statement of Additional Information ("SAI") is not a prospectus, but shauld
be read in conjunction with the prospectus for the Fund dated June 13, 2001. This SAI does not
include any information that a prospective investor should consider before purchasing shares of
the Fund, and investors should obtain and read the prospectus prior to purchasing shares. A copy
of the prospectus may be obtained without charge by calling the Fund at 1-800-GABELLI (1-
800-422-3554) or (914) 921-5070. This SAI incorporées by reference the entire progpectus.
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INVESTMENT OBJECTIVES AND POLICIES
INVESTMENT OBJECTIVES

The Fund's primary investment objective islong-term growth of capital. Incomeis
a secondary objective. Under normal market conditions, the Fund will invest at least 65% of its
total assets in equity securities. See"Investment Objedives and Policies’ in the prospectus.

INVESTMENT PRACTICES

Specia Situations. Subject to the Fund's policy of investing at least 65% of its total
assets in companies on the basis of fundamental value, the Fund from time to time may, as a non-
principal investment strategy, invest in companies that are determined by Gabelli Funds, LLC
(the "Investment Adviser") to possess "special situation” characteristics. In general, a special
situation company is a company whose securities are expected to increase in value solely by
reason of a development particularly or uniquely applicable to the company. Developments that
may create specia situationsinclude, among others, aliquidation, reorganization, recapitalization
or merger, material litigation, technological breakthrough or new management or management
policies. The principal risk associated with investments in special situation companiesis that the
anticipated development thought to create the special situation may not occur and the investment
therefore may not appreciate in value or may decline in value.

Temporary Investments. Although under normal market conditions at |east 65% of the
Fund's assets will consist of equity securities, including common stock, preferred stock,
convertible securities, options and warrants, when atemporary defensive posture is believed by
the Investment Adviser to be warranted (“temporary defensive periads'), the Fund may had
without limitation cash or invest its assets in money market instruments and repurchase agree-
ments in respect of those instruments. The money market instruments in which the Fund may
invest are obligaions of the United States government, its agencies or instrumentalities ("U.S.
Government Securities'); commercial paper rated A-1 or higher by Standard & Poor's Ratings
Services ("S&P") or Prime-1 by Moody's Investors Service, Inc. ("Moody's"); and certificates of
deposit and bankers acceptances issued by domestic branches of U.S. banks that are members of
the Federal Depasit Insurance Corporation. For a description of such ratings, see Appendix A to
the prospectus. The Fund may also invest up to 10% of the market value of its total assets during
temporary defensive periods in shares of money market mutual funds tha invest primarily in
U.S. Government Securities and repurchase agreements in respect of those securities. Money
market mutual funds are investment companies and the investments by the Fundin those
companies are subject to certain other limitations. See "Investment Restrictions.” Asashare-
holder in amutual fund, the Fund will bear its ratable share of the fund's expenses, including
management fees, and will remain subject to payment of the feesto the investment advisers with
respect to assets so invested.



Lower Rated Securities. The Fund may invest up to 10% of its total assetsin fixed-
income securities rated in the lower rating categories of recognized statistical rating agencies,
such as securities rated "CCC" or lower by S& P or "Caa' or lower by Moody's, or non-rated
securities of comparable quality. These debt securities are predominantly speculative and
involve major risk exposure to adverse conditions and are often referred to in the financial press
as "junk bonds."

Generally, such lower rated securities and unrated securities of comparable quality offer a
higher current yield than is offered by higher rated securities, but dso (i) will likely have some
quality and protective characteristics that, in the judgment of the rating organizations, are
outweighed by large uncertainties or major risk exposures to adverse conditions and (ii) are
predominantly speculative with respect to the issuer's capacity to pay interest and repay principal
in accordance with the terms of the obligation. The market values of certain of these securities
also tend to be moresensitive to individual corporate developments and changes in economic
conditions than higher quality bonds. In addition, such lower rated securities and comparable
unrated securities generally present a higher degree of credit risk. Therisk of lossdue to default
by these issuersis significantly greater because such lower rated securities and unrated securities
of comparable quality generally are unsecured and frequently are subordinated to the prior
payment of senior indebtedness. In light of these risks, the Investment Adviser, in evaluating the
creditworthiness of an issue, whether rated or unrated, will take various factors into consider-
ation, which may include, as applicable, the issuer's financial resources, its sensitivity to
economic conditions and trends, the operating history of and the community support for the
facility financed by the issue, the ability of the issuer's management and regulatory mattes.

In addition, the market value of securitiesin lower rated categoriesis more volatile than
that of higher quality securities, and the markets in which such lower rated or unrated securities
are traded are more limited than those in which higher rated securities are traded. The existence
of limited markets may make it more difficult for the Fund to obtain accurate market quotations
for purposes of valuing its portfolio and calculating its net asset value. Moreover, the lack of a
liquid trading market may restrict the availability of securities for the Fund to purchase and may
also have the effect of limiting the ability of the Fund to sell securities at their fair market value
to respond to changes in the economy or the financial markets.

Lower rated debt obligations also present risks based on payment expectations. If an
issuer calls the obligation for redemption (often atypical feature of fixed income securities), the
Fund may have to replace the security with alower yielding security, resulting in a decreased
return for invedors. Also, asthe principal value of bonds movesinversely with movementsin
interest rates, in the event of rising interest rates the value of the securities held by the Fund may
decline proportionately more than a portfolio consiging of higher rated securities. Investments
in zero coupon bonds may be more speculative and subjed to greater flucduations in value due to
changesin interest rates than bonds that pay interest currently.



The Fund may invest in securities of issuersin default. The Fund will invest in securities
of issuersin default only when the Investment Adviser believes that suchissuers will honor their
obligations or emerge from bankruptcy protection and the value of these securities will gopreci-
ate. By investing in securities of issuasin default, the Fund bears the risk that these issuerswill
not continue to honor their obligations or emerge from bankruptcy protection or that the value of
the securities will not appreciate.

In addition to using recognized rating agencies and other sources, the Investment Adviser
also performs its own analysis in seeking investments that it believes to be underrated (and thus
higher-yielding) in light of the financial condition of theissuer. Itsanalysis of issuers may
include, among other things, current and anticipated cash flow and barrowing requirements,
value of assetsinrelation to historical cost, strength of management, responsiveness to business
conditions, credit standing and current anticipated results of operations. In selecting investments
for the Fund, the Investment Adviser may also consider general business conditions, anticipated
changes in interest rates and the outlook for specificindustries.

Subsequent to its purchase by the Fund, an issue of securities may cease to be rated or its
rating may be reduced. In addition, it is possible that statistical rating agencies might not change
their ratings of a particular issue or reflect subsequent events on atimely basis. Moreover, such
ratings do not assess the risk of a declinein market value. None of these events will require the
sale of the securities by the Fund, although the Investment Adviser will consider these evertsin
determining whether the Fund should continue to hold the securities.

The market for certain lower rated and comparable unrated securities has in the past
experienced amajor economic recession. The recession adversely affected the value of such
securities as well asthe ability of certain issuers of such securities to repay principal and pay
interest thereon. The market for those securities could react in asimilar fashion in the event of
any future economic recession.

Asaresult of all these factors, thenet asset value of the Fund, to the extent it investsin
high yield bonds, is expected to be morevolatile than the net asset value of funds which invest
solely in higher rated debt securities.

Options. A call option is a contract that, in return for a premium, gives the holder of the
option the right to buy from the writer of the call option the security or currency underlying the
option at a specified exercise price at any time during the term of the option. The writer of the
call option has the obligation, upon exercise of the option, to deliver the underlying security or
currency upon payment of the exercise price during the option period. A put option isthe reverse
of acall option, giving the holder the right to sell the security or currency to the writer and
obligating the writer to purchase the underlying security or currency from the holder.

A call optionis"covered" if the Fund owns the underlying instrument covered by the call
or has an absoluteand immediate right to acquire that instrument without additional cash
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consideration (or for additional cash consideration held in a segregated account by its custodian)
upon conversion or exchange of other instrument held inits portfolio. A cdl optionisalso
covered if the Fund holds a call on thesame instrument asthe call written where the exerase
price of the call held is (1) equal to or less than the exercise price of the call written or (2) greater
than the exercise price of the cdl written if the difference is maintained by the Fund incash, U.S.
Government Securities or other high grade short-term obligations in a segregated account held
with its custodian. A put option is"covered” if the Fund maintains cash or other high grade
short-term obligaions with a value equal to the exerdse price in a segregated account held with
its custodian, or dse holds a put on the same instrument asthe put written where the exercise
price of the put held is equal to or greater than the exercise price of the put written.

If the Fund has written an option, it may terminate its obligation by effecting a closing
purchase transaction. Thisisaccomplished by purchasing an option of the same series as the
option previously written. However, once it has been assigned an exercise notice, the Fund will
effect a closing purchase transaction. Similarly, if the Fund is the holder of an option it may
liquidate its position by effecting a closing sale transaction. Thisis accomplished by selling an
option of the same series as the option previously purchased. There can be no assurancethat a
closing purchaseor sale transadion can be effected when the Fund so desires.

The Fund will realize a profit from aclosing transaction if the price of the transaction is
less than the premium received from writing the option or is more than the premium paid to
purchase the option; the Fund will realize aloss from a closing transaction if the price of the
transaction is more than the premium received from writing the option or isless than the
premium paid to purchase the option. Since call option prices generally reflect increasesin the
price of the underlying security, any loss resulting from the repurchase of a call option may also
be wholly or partialy offset by unrealized appreciation of the underlying security. Other
principal factors affecting the market value of a put or a call option include supply and demand,
Interest rates, the current market price and price volatility of the underlying security and the time
remaining until theexpiration date. Gains and losses oninvestments in options depend, in part,
on the ability of thelnvestment Adviser to predict correctly the effedt of these factors. The use
of options cannot serve as a complete hedge since the price movement of securities underlying
the options will not necessarily follow the price movements of the portfolio securities subjec to
the hedge.

An option position may be closed out only on an exchange which provides a secondary
market for an option of the same series. Although the Fund will generally purchase or writeonly
those options for which there appears to be an active secondary market, there is no assurancethat
aliquid secondary market on an exchange will exist for any particular option. In such event, it
might not be possibleto effect closing transactions in particular options, o that the Fund would
have to exercise its optionsin order to realize any profit and would incur brokerage commissions
upon the exercise of call options and upon the subsequent disposition of underlying securities for
the exercise of put options. If the Fund, as a covered call option writer, is unable to effect a
closing purchase transaction in a secondary market, it will not be able to sell the underlying
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security until the gption expires or it delivers the underlying security upon exercise or othewise
covers the position.

In addition to options on securities, the Fund may also purchase and sell call and put
options on securitiesindices. A stock index reflects in a single number the market value of many
different stocks. Relative values are assigned to the stocks included in an index and the index
fluctuates with changes in the market values of the stocks. The options give the holder the right
to receive a cash settlement during the term of the option based on the difference between the
exercise price and the value of the index. By writing a put or call option on a securities index,
the Fund is obligated, in return for the premium received, to make delivery of thisamount. The
Fund may offset its position in the stock index options prior to expiration by entering into a
closing transaction on an exchange or it may let the option expire unexercised.

The Fund also may buy or sell and call options on foreign currencies. A put option on a
foreign currency gives the purchaser of the option the right to sell aforeign currency at the
exercise price until the option expires. A call option on aforeign currency gives the purchaser of
the option the right to purchase the currency at the exercise price until the option expires.
Currency options traded on U.S. or other exchanges may be subject to position limits which may
limit the ability of the Fund to reduce foreign currency risk using such options. Over-the-counter
options differ from exchange-traded optionsin that they are two-party contracts with price and
other terms negotiated between buyer and seller and generally do not have as much market
liquidity as exchange-traded options. Over-the-counter options areilliquid securities

Use of options on securities indices entails the risk that trading in the options may be
interrupted if trading in certain securities included in the index is interrupted. The Fund will not
purchase these options unless the Investment Adviser is satisfied with the development, depth
and liquidity of themarket and the Investment Adviser believes the options can be closed out.

Price movements inthe portfolio of the Fund may not corrdate precisely with movements
in the level of an index and, therefore, the use of options on indexes cannot serve as a complete
hedge and will depend, in part, on theability of the Investment Adviser to predict correctly
movements in the direction of the stock market generdly or of a particuar industry. Because
options on securities indexes require settlement in cash, the Investment Adviser may be forced to
liquidate portfolio securities to mee settlement obligations.

Although the Investment Adviser will attempt to take appropriate measures to minimize
the risks relating to the Fund's writing of put and call options, there can be no assurance that the
Fund will succeed in any option writing program it undertakes.

Futures Contracts and Options on Futures, The Fund will not enter into futures contracts
or options on futures contracts unless (i) the aggregate initial margins and premiums do not
exceed 5% of thefair market value of its assets and (ii) the aggregae market value of its
outstanding futures contracts and the market value of the currencies and futures contracts subject
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to outstanding options written by the Fund, as the case may be, do not exceed 50% of the market
value of itstotal assets. It isanticipated that these investments, if any, will be made by the Fund
solely for the purpose of bonafide hedging against changes in the value of its portfolio securities
and in the value of securitiesit intendsto purchase. Such investments will only be made if they
are economically appropriate to the reduction of risks involved in the management of the Fund.
In this regard, the Fund may enter into futures contracts or options on futures for the purchase or
sale of securitiesindices or other financial instruments including but nat limited to U.S.
Government Securities.

A "sale" of afutures contract (or a"short" futures position) means the assumption of a
contractual obligation to deliver the assets underlying the contract a a specified price at a
specified future time. A "purchaser” of afutures contract (or a"long" futures position) means the
assumption of a contractual obligation to acquire the assets underlying the contract at a specified
future time. Certain futures contracts, including stock and bond index futures, are settled on a
net cash payment basis rather than by the sale and delivery of the assets underlying the futures
contracts.

No consideration will be paid or received by the Fund upon the purchase or sale of a
futures contrad. Initially, the Fundwill be required to deposit with the broker an amount of cash
or cash equivalents equal to approximately 1% to 10% of the contract amount (this amount is
subject to change by the exchange or board of trade on which the contract is traded and broke's
or members of such board of trade may charge a higher amount). Thisamount is known as
"initial margin” and isin the nature of a performance bond or good faith deposit on the contract.
Subsequent payments, known as "variation margin,” to and from the broker will be made daily as
the price of theindex or security underlying the futures contract fluctuates. At any time prior to
the expiration of afutures contract, the Fund may elect to close the position by taking an
opposite position, which will operateto terminate its existing position in the contract.

An option on afutures contract gives the purchaser the right, in return for the premium
paid, to assume a position in afutures contract at a specified exercise price at any timeto the
expiration of the option. Upon exercise of an option, the delivery of the futures position by the
writer of the option to the holder of the option will be accompanied by delivery of the accumu-
lated balance inthe writer's futures margin account attributable to that contract, which represents
the amount by whichthe market priceof the futures contract exceeds in the case of acll, or is
less than, in the case of a put, the exercise price of the option on the futures contract. The
potential loss related to the purchase of an option on futures contractsis limited to the premium
paid for the option (plus transaction costs). Because the value of the option purchased isfixed at
the point of sale, there are no daily cash payments by the purchaser to reflect changesin the value
of the underlying contract; however, the value of the option does change daily and that change
would be reflected in the net assets of the Fund.

Futures and options on futures entail certain risks, including but not limited to the
following: no assurance that futures contracts or options on futures can be offset at favorable
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prices, possible reduction of the yidd of the Fund due to the use of hedging, possible reductionin
value of both the securities hedged and the hedging instrument, possible lack of liquidity due to
daily limits on price fluctuations, imperfect correlation between the contracts and the securities
being hedged, losses from investing in futures transactions that are potentially unlimited and the
segregation requirements described below.

In the event the Fund sells a put option or enters into long futures contracts, under current
interpretations of the Investment Company Act of 1940, as amended (the "1940 Act") an amount
of cash or liquid securities equal to the market value of the contract must be deposited and
maintained in a segregated account with the custodian of the Fund to collaeralize the postions,
thereby ensuring that the use of the contract is unleveraged. For short positionsin futures
contracts and sales of call options, the Fund may establish a segregated account (not with a
futures commission merchant or broker) with cash or liquid securities that, when added to
amounts deposited with a futures commission merchant or a broker as margin, equal the market
value of the instruments or currency underlying thefutures contrad or call options, respectively
(but are not less than the stock price of the call option or the market price at which the short
positions were established).

Interest Rate Futures Contracts and Options Thereon. The Fund may purchase or sell
interest rate futures contractsto take advantage of or to protect the Fund against fluctuations in
interest rates affecting the value of debt securities which the Fund holds or intends to acquire.
For example, if interest rates are expected to increase, the Fund might sell futures contracts on
debt securities, the values of which historically have a high degree of positive correlation to the
values of the Fund's portfolio securities. Such a sale would have an effect similar to selling an
equivalent value of the Fund's portfolio securities. If interest rates increase, the value of the
Fund's portfolio seaurities will decline, but the value of the futures contracts to the Fund will
increase at approximately an equivalent rate thereby keeping the net asset value of the Fund from
declining as much asit otherwise would have. The Fund could accomplish similar results by
selling debt securities with longer maturities and investing in debt securities with shorter
maturities when interest rates are expected to increase. However, since the futures market may
be more liquid than the cash market, the use of futures contracts as a risk management technique
allows the Fund to mantain a defensive position without having to sell its portfolio securities.

Similarly, the Fund may purchase interest rate futures contracts when it is expected that
interest rates may decline. The purchase of futures contracts for this purpose constitutes a hedge
against increases in the price of debt securities (caused by declining interest rates) which the
Fund intends to acquire. Since fluctuationsin the value of appropriately selected futures
contracts should approximate that of the debt securities that will be purchased, the Fund can take
advantage of the anticipated rise in the cost of the debt securities without actually buying them.
Subsequently, the Fund can make its intended purchase of the debt securities in the cash market
and currently liquidate its futuresposition. To the extent the Fund enters into futures contracts
for this purpose, it will maintain in a sagregated asset account with the Funds custodian, asses
sufficient to cover the Fund's obligations with respect to such futures contracts, which will
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consist of cash or other liquid securities from its portfolio in an amount equal to the difference
between the fluctuating market value of such futures contracts and the aggregate val ue of the
initial margin deposited by the Fund withits custodian with respect to such futures contracts.

The purchase of acall option on afutures contract is similar in some respects to the
purchase of a call option on an individual security. Depending on the pricing of the option
compared to either the price of the futures contract upon which it is based or the price of the
underlying debt securities, it may or may not be less risky than ownership of the futures contract
or underlying debt securities. Aswith the purchase of futures contracts, when the Fund is not
fully invested it may purchase a call option on a futures contract to hedge against a market
advance due to declining interest rates.

The purchase of a put option on afutures contract is similar to the purchase of protective
put options on portfdio securities. The Fund will purchase a put option on a futures contract to
hedge the Fund's portfolio against the risk of rising interest rates and consequent reduction in the
value of portfolio securities.

The writing of acall option on a futures contract congitutes a partial hedge against
declining prices of the securities which are deliverable upon exercise of the futures contrect. If
the futures price at expiration of the option is below the exercise price, the Fund will retain the
full amount of the option premium which provides a partial hedge against any decline that may
have occurred in the Fund's portfolio holdings. The writing of a put option on a futures contract
constitutes a partial hedge against increasing prices of the securities which are deliverable upon
exercise of the futures contract. If the futures price at expiration of the option is higher than the
exercise price the Fund will retain the full amount of the option premium which provides a
partial hedge against any increase in the price of debt securities which the Fund intends to
purchase. If aput or call option the Fund has written is exercised, the Fund will incur aloss
which will be reduced by the amount of the premium it received. Depending on the degree of
correlation between changes inthe value of its portfolio securitiesand changes in thevalue of its
futures positions, the Fund's losses from options on futures it has written may to some extent be
reduced or increased by changes in the value of its portfolio securities.

Currency Futures and Options Thereon. Generally, foreign currency futures contracts and
options thereon are similar to the interest rate futures contracts and options thereon discussed
previously. By entering into currency futures and options thereon, the Fund will seek to estaldish
the rate at which it will be entitled to exchange U.S. dollars for another currency at a future time.
By selling currency futures, the Fund will seek to establish the number of dollarsit will receive
at delivery for acertain amount of aforeign currency. Inthisway, whenever the Fund antici-
pates a decline in the value of afareign currency against the U.S. dollar, the Fund can a@tempt to
"lock in" the U.S. dollar value of some or all of the securities held in its portfolio that are
denominated in that currency. By purchasing currency futures, the Fund can establish the
number of dollarsit will be required to pay for a specified amount of aforeign currency in a
future month. Thus, if the Fund intends to buy securities in the future and expects the U.S. dollar
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to decline against the relevant foreign currency during the period before the purchaseis effected,
the Fund can attempt to "lock in" the price in U.S. dollars of the securities it intends to acquire.

The purchase of options on currency futures will allow the Fund, for the price of the
premium and related transaction costs it must pay for the option, to decide whether or not to buy
(in the case of a call option) or to sell (in the case of aput option) afutures contract at a specified
price at any time during the period before the option expires. If the Investment Adviser, in
purchasing an option, has been correct in its judgment concerning the direction in which the price
of aforeign currency would move as against the U.S. dollar, the Fund may exercise the option
and thereby takea futures positionto hedge against the risk it had correctly anticipated or close
out the option position at a gain that will offset, to some extent, currency exchange losses
otherwise suffered by the Fund. If exchange rates move in away the Fund did not anticipate,
however, the Fund will have incurred the expense of the option without obtaining the expected
benefit; any such movement in exchange rates may also thereby reduce rather than enhance the
Fund's profits on its underlying securities transactions

Securities Index Futures Contracts and Options Thereon. Purchases or sales of securities
index futures contracts are used for hedging purposes to attempt to protect the Fund's current or
intended investments from broad fluctuations in stock or bond prices. For example, the Fund
may sell securities index futures contracts in anticipation of or during a market decline to attempt
to offset the decrease in market value of the Fund's securities portfolio that might otherwise
result. If such decline occurs, the lossin value of portfolio securities may be offset, in whole or
part, by gains on the futures position. When the Fund is not fully invested in the securities
market and anticipates a significant market advance, it may purchase securitiesindex futures
contracts in orde to gain rapid market exposure that may, in part or ertirely, offset inareasesin
the cost of securities that the Fund intends to purchase. As such purchases are made, the
corresponding positions in securities index futures contracts will be closed out. The Fund may
write put and call options on securities index futures contracts for hedging purposes.

Limitations on the Purchase and Sale of Futures Contracts and Options on Futures
Contracts Subject to the guidelines of the Board of Directors, the Fund may engage in transac-
tionsin futures contracts and options hereon only for bona fide hedging, yield enhancement and
risk management purposes, in each case in accordance with the rules and regul ations of the
CFTC, and not for speculation.

Regulations of the CFTC applicable to the Fund permit the Fund's futures and options on
futures transactions to include (i) bona fide hedging transactions without regard to the percentage
of the Fund's assets committed to margin and option premiums, and (ii) non-hedging transac-
tions, provided tha the Fund not enter into such non-hedging transactions if, immediately
thereafter, the sum of the amount of initial margin deposits on the Fund's existing futures
positions and option premiums would exceed 5% of the market value of the Fund's liquidating
value, after taking into account unrealized profits and unrealized losses on any such transactions.
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Forward Currency Exchange Contrects. The Fund may engage in currency transactions
otherwise than on futures exchanges to protect against future changesin the level of future
currency exchange rates. The Fund will conduct such currency exchange transactions either on a
spot, i.e., cash, basis at the rate then prevailing in the currency exchange market or on aforward
basis, by entering into forward contracts to purchase or sell currency. A forward contract on
foreign currency involves an obligation to purchase or sell a specific currency at afuturedate,
which may be any fixed number of days agreed upon by the parties from the date of the contract,
at aprice set on the date of the contract. The risk of shifting of aforward currency contract will
be substantially thesame as a futures contract having similar terms. TheFund'sdealing in
forward currency exchange will be limited to hedging involving either specific transactions or
portfolio positions. Transaction hedging is the purchase or sale of forward currency with respect
to specific receivables or payables of the Fund gererally arising in connection with the purchase
or sale of its portfolio securities and accruals of interest receivable and Fund expenses. Position
hedging is the forward sale of currency with respect to portfolio security positions denominated
or quoted in that currency or in a currency bearing a high degree of positive corrdation to the
value of that currency.

The Fund may not position hedge with respect to a particular currency for an amount
greater than the aggregate market value (determined at the time of making any sale of forward
currency) of the securities heldin its portfolio denominated or quoted in, or currently convertible
into, such currency. If the Fund entersinto a position hedging transaction, the Fund's custodian
or subcustodian will place cash or ather liquid securities in a segregaed account of theFund in
an amount equal to the value of the Fund'stotal assets committed to the consummation of the
given forward contract. If the value of the securities placed in the segregated account declines,
additional cash or securities will be placed in the account so that the value of the account will, at
all times, equal theamount of the Fund'scommitment with respect to the forward contract.

At or before the maturity of aforward sale contract, the Fund may either sell a portfolio
security and make delivery of the currency, or retain the security and offset its contractud
obligations to deliver the currency by purchasing a second contract pursuant to which the Fund
will obtain, on the same maturity date, the same amount of the currency which it is obligated to
delivery. If the Fund retains the portfolio security and engages in an offsetting transaction, the
Fund, at the time of execution of the offsetting transaction, will incur again or alossto the
extent that movement has occurred in forward contract prices. Should forward prices dedine
during the period between the Fund's entering into aforward contract for the sale of a currency
and the date it enters into an offsetting contract for the purchase of the currency, the Fund will
realize again to the extent the price of the currency it has agreed to purchaseis less than the price
of the currency it has agreed to sdl. Should forward prices increase, the Fund will suffer aloss
to the extent the price of the currency it has agreed to purchase exceeds the price of the currency
it has agreed to sell. Closing out forward purchase contracts involves similar offsetting transac-
tions.
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The cost to the Fund of engaging in currency transactions varies with factors such as the
currency involved, the length of the contract period and the market conditions then prevailing.
Because forward transactions in currency exchange are usually conducted on a principal basis, no
fees or commissions are involved. The use of foreign aurrency contracts does not eliminate
fluctuations in the underlying prices of the securities, but it does establish arate of exchange that
can be achieved in the future. In addition, although forward currency contracts limit the risk of
loss due to a decline in the value of the hedged currency, they also limit any potential gain that
might result if the value of the currency increases.

If adeclinein any currency is generally anticipated by the Investment Adviser, the Fund
may not be able to contract to sell thecurrency at a price above the level to which the currency is
anticipated to decline.

Specia Risk Considerations Relating to Futures and Options Thereon. The Fund's ability
to establish and close out positions in futures contracts and options thereon will be subject to the
development and maintenance of liquid markets. Although the Fund generally will purchase or
sell only those futures contracts and options thereon for which there appearsto be aliquid
market, there is no assurance that a liquid market on an exchange will exist for any particular
futures contract or option thereon at any particular time. In the event no liquid market exists for
a particular futures contract or option thereon in which the Fund maintains a position, it will not
be possible to effect a closing transaction in that contract or to do so at a satisfactory price and
the Fund would have to either make or take delivery under the futures contract or, in the case of a
written option, wait to sell the underlying securities until the option expires or is exercised or, in
the case of a purchased option, exercise the option. In the case of afutures contract or an option
thereon which the Fund has written and which the Fund is unable to close, the Fund would be
required to maintain margin deposits on the futures contract or option thereon and to make
variation margin payments until the contract is closed.

Successful use of futures contracts and options thereon and forward contracts by the Fund
is subject to the ability of the Investment Adviser to predict correctly movements in the direction
of interest and foreign currency rates. If the Investment Adviser's expectations are not met, the
Fund will be in aworse position than if ahedging strategy had not been pursued. For example, if
the Fund has hedged against the possihility of an incresse in interest rates which would adversely
affect the price of securitiesin its portfolio and the price of such securities increases instead, the
Fund will lose part or al of the benefit of the increased value of its securities because it will have
offsetting losses in its futures positions. In addition, in such situations, if the Fund has insuffi-
cient cash to meet daily variation margin requirements, it may have to sell securitiesto meet the
requirements. These sales may be, but will not necessarily be, at increased prices which reflect
the rising market. The Fund may have to sell securities & atime when it is disadvantageous to
do so.

Additional Risks of Fareign Options, Futures Contracts, Options on Futures Contracts
and Forward Contracts. Options, futures contracts and options thereon and forward contracts on
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securities and currencies may be traded on foreign exchanges. Such transactions may not be
regulated as effectively as simila transactions in the U.S., may not invdve a clearing mechanism
and related guarantees, and are subject to the risk of governmental actions affecting trading in, or
the prices of, foreign securities. The value of such positions also could be adversely affected by
(i) other complex foreign political, legal and economic factors, (ii) lesser availability than in the
U.S. of data on which to make trading decisions, (iii) delays in the Fund's ability to act upon
economic events occurring in the foreign markets during non-business hoursin the U.S,, (iv) the
imposition of different exercise and settlement terms and procedures and margin requirements
thanin the U.S. and (v) lesser trading volume.

Exchanges on which options, futures and options on futures are traded may impose limits
on the positions that the Fund may take in certain circumgances.

Risks of Currency Transactions. Currency transactions are also subject to risks different
from those of other portfolio transactions. Because currency control is of great importance to the
issuing governments and influences economic planning and policy, purchases and sal es of
currency and related instruments can be adversdy affected by government exchange contrals,
limitations or restrictions on repatriation of currency, and manipulation, or exchange restrictions
imposed by governments. These formsof governmental action can result inlosses to the Fund if
it isunableto deliver or receive currency or moniesin settlement of obligations and could dso
cause hedges it has entered into to be rendered usdess, resulting in full currency exposure as well
as incurring transaction costs.

When Issued, Ddayed Delivery Securities and Forward Commitments The Fund may
enter into forward commitments for the purchase or sale of securities, including on a"when
issued" or "delayed delivery" basis, in excess of customary settlement periods for the type of
security involved. In some cases, aforward commitment may be conditioned upon the occur-
rence of a subsequent event, such as approval and consummation of a merger, corporae
reorganization or debt restructuring, i.e., awhen, as and if issued security. When such transac-
tions are negotiated, the priceis fixed at the time of the commitment, with payment and delivery
taking place in thefuture, generdly a month or more &ter the date of the commitment. While it
may only enter into aforward commitment with the intention of actually acquiring the security,
the Fund may sell the security before the settlement date if it is deemed advisable.

Securities purchased under a forward commitment are subject to market fluctuation, and
no interest (or dividends) accrues to the Fund prior to the settlement date The Fund will
segregate with its custodian cash or liquid securities in an aggregate amount at least equal to the
amount of its outstanding forward commitments.

Restricted and Illiquid Securities. The Fund may invest up to atotal of 10% of its net
assets in securities that are subject to restrictions on resale and securities the markets for which
areilliquid, including repurchase agreements with more than seven days to maturity. Illiqud
securities include securities the disposition of which is subject to substantial legal or contractual

13



restrictions. The sale of illiquid securities often requires more time and results in higher
brokerage charges or dealer discounts and other selling expenses than does the sale of seaurities
eligible for trading on national securities exchanges or in the over-the-counter markets.
Restricted securities may sell at a price lower than smilar securitiesthat are not subject to
restrictions on resale. Unseasoned issuers are companies (including predecessors) that have
operated less than three years. The continued liquidity of such securities may not be as wdl
assured as that of publicly traded securities, and accordingly the Board of Directors will monitor
their liquidity. The Board will review pertinent factors such as trading activity, reliability of
price information and trading patterns of comparable securities in determining whether to treat
any such security as liquid for purposes of the foregang 10% test. To the extent the Board treats
such securities as liquid, temporary impairments to trading patterns of such securities may
adversely affect the Fund's liquidity.

In accordance with pronouncements of the Securities and Exchange Commission, the
Fund may invest in restricted securities that can be traded among qualified institutional buyers
under Rule 144A under the Securities Act of 1933 without registration under the Securities Act
and may treat them as liquid for purposes of the foregoing 10% test if such securities arefound to
beliquid. The Board of Directors has adopted guidelines and delegated to the Investment
Adviser, subject to the supervision of the Board of Directors, the function of determining and
monitoring the liquidty of particular Rule 144A securities.

INVESTMENT RESTRICTIONS

The Fund operates under the following restrictions that constitute fundamental policies
that cannot be changed without the affirmative vote of the holders of a mgjority of the outstand-
ing voting securities of the Fund (as defined in the 1940 Act). All percentage limitations set
forth below apply immediately after a purchase or initial investment and any subsequent change
in any applicable percentage resulting from market fluctuations does not require elimination of
any security from the portfolio.

The Fund may not:

1. Invest 25% or more of its total assets, taken at market value at the time of
each investment, in the securities of issuersin any particular industry. Thisrestriction
does not apply to investmentsin U.S. Govanment Securities

2. Purchase securities of other investment companies, except in connection
with amerger, consolidation, acquisition or reorganization, if more than 10% of the
market value of the total assets of the Fund would be invested in securities of other
investment companies, more than 5% of the market value of the total assets of the Fund
would be invested in the securities of any one investment company or the Fund would
own more than 3% of any other investment company's securities; provided, however, this
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restriction shall not apply to securities of any investment company organized by the Fund
that are to be distributed pro rata as a dividend to its shareholders.

3. Purchase or sell commodities or commodity contracts except that the Fund
may purchase or sell futures contracts and related options thereon if immediately
thereafter (i) no more than 5% of its total assets areinvested in margins and premiums
and (ii) the aggregate market value of its outstanding futures contracts and market value
of the currencies and futures contracts subject to outstanding options written by the Fund
do not exceed 50% of the market value of itstotal assets. The Fund may not purchase or
sell real estate, provided that the Fund may invest in securities secured by real estate or
interests therein or issued by companies which invest in real estate or interests therein.

4. Purchase any securities on margin or make short sales, except that the
Fund may obtain such short-term credit as may be necessary for the clearance of pur-
chases and sales of portfolio seaurities.

5. Make loans of money, except by the purchase of a portion of publicly
distributed debt obligations in which the Fund may invest, and repurchase agreements
with respect to those obligations, consistent with its investment objectives and policies.
The Fund reserves the authority to make loans of its portfolio securities to financial
intermediaries in an aggregate amount not exceeding 20% of itstotal assets. Any such
loans may only be made upon approval of, and subject to any conditions imposed by, the
Board of Directors of the Fund. Because these loans would at al times be fully collater-
alized, therisk of lossin the event of default of the borrower should beslight.

6. Borrow money, except that the Fund may borrow from banks and other
financial institutions on an unsecured basis, in an amount not exceeding 10% of its total
assets, to finance the repurchase of its shares. The Fund aso may borrow money on a
secured basis from banks as atemporary measure for extraordinary or emergency
purposes. Temporary borrowings may not exceed 5% of the value of the total assets of
the Fund at the time the loan is made. The Fund may pledge up to 10% of the lesser of
the cost or value of its total assetsto secure temporary borrowings. The Fund will not
borrow for invesment purposes. Immediately after any borrowing, the Fund will
maintain asset coverage of not less than 300% with respect to all borrowings. While the
borrowing of the Fund exceeds 5% of its respective total assets, the Fund will make no
further purchases of securities although this limitation will not apply to repurchase
transactions as described above.

7. I ssue senior securities, except to the extent permitted by applicable law.
8. Underwrite securities of other issuers except insofar as the Fund may be

deemed an underwriter under the Securities Act in selling portfolio securities; provided,
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however, this restriction shall not apply to securities of any investment company orga-
nized by the Fund tha are to be distributed pro rata as adividend to its shareholders.

9. Invest more than 10% of itstotal assetsinilliquid securities, such as
repurchase agreements with maturities in excess of seven days, or securities that at the
time of purchase have legal or contractual restrictions on resale.

MANAGEMENT OF THE FUND
DIRECTORS AND OFFICERS

Overall responsibility for management and supervision of the Fund rests with its Board of
Directors. The Board of Directors approves all significant agreements between the Fund and the
companies that furnish the Fund with services, including agreements with the Investment
Adviser, Boston Safe Deposit and Trust Company, the Fund's custodian (the "Custodian™), and
State Street Bank and Trust Company, the Fund's transfer agent. The day-to-day operations of
the Fund are delegated to the Investment Adviser.

The names and business addresses o the Directors and Officers of the Fund are set forth
in the following talde, together with their positions with the Fund and their principal business
occupations during the past five years and their affiliations, if any, with the Investment Adviser
or the Fund's Administrator. Directors who are "interested persons' of the Fund, as defined by
the 1940 Act, areindicated by an asterisk. Preferred Stock directars are indicated by a"+".

As of December 31, 2000 the Directors and Officers of the Fund as a group beneficially
owned 1,315,482 shares of the Fund equaling 1.21% of the Fund's outstanding shares.

Position with Principal Occupation
Name and Business Address (Age) the Fund During Past Five Years
Dr. Thomas E. Bratter (61) Director Director, President and Founder,
One Corporate Center The John Dewey Academy (residen-
Rye, New Y ork 10580-1434 tial college preparatory therapeutic
high school).(7)(16)
+Anthony J. Colavita (65) Director President and Attarney at Law in
One Corporate Center the law firm of Anthony J. Colavita,
Rye, New Y ork 10580-1434 P.C. since 1961.(1)(2)(3)(4)(5)(6)
(7)(8)(9)(10)(11)(12)(13)(14)(15)
(16)(17)(18)(19)
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Name and Business Address (Age)

+James P. Conn (63)
One Corporate Center
Rye, New Y ork 10580-1434

Frank J. Fahrenkopf, Jr. (61)
One Corporate Center
Rye, New Y ork 10580-1434

*Mario J. Gabelli (58)
One Corporate Center
Rye, New York 10580-1434

*Karl Otto Pohl (71)
One Corporate Center
Rye, New Y ork 10580-1434

Position with
the Fund

Director

Director

President, Director, and
Chief Investment Officer

Director
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Principal Occupation
During Past Five Y ears

Former Managing Director and
Chief Investment Officer of Finan-
cial Security Assurance Holdings
Ltd. (1992-1998); Director of
Meditrust Corporation (rea estate
investment trust) and First Republic
Bank.(1)(7)(10)(16)(18)

President and Chig Executive Offi-
cer of the American Gaming Asso-
ciation since June 1995; Partner of
Hogan and Hartson (law firm);
Chairman of International Trade
Practice Group; Co-Chairman of the
Commission on Presidential De-
bates, Former Chairman of the Re-

publican National Committee.(7)
(16)

Chairman of the Board and Chief
Investment Officer of Gabelli Asset
Management Inc. and Chief Invest-
ment Officer of Gabelli Funds, LLC
and GAMCO Investors, Inc.; Chair-
man of the Board and Chief Execu-
tive Officer of Lynch Corporation
(diversified manufacturing com-
pany) and Lynch Interactive Corpo-
ration (a multimedia and services
company); Director of Spinnaker
Industries, Inc. (manufacturing

company).(1)(2)(3)(5)(6)(7)(8)(9)
(10)(11)(12)(13)(14)(15)(16)(17)

Member of the Shareholder Com-
mittee of Sal Oppenheim Jr. & Cie
(private investment bank); Director
of Gabelli Asset Management Inc.
(investment management), Zurich
Allied (insurance company), and



Name and Business Address (Age)

Anthony R. Pustorino (75)
One Corporate Center
Rye, New York 10580-1434

Salvatore J. Zizza (55)
One Corporate Center
Rye, New Y ork 10580-1434

Bruce N. Alpert (49)
One Corporate Center
Rye, New Y ork 10580-1434

James E. McKee (37)
One Corporate Center
Rye, New York 10580-1434

Position with
the Fund

Director

Director

Vice President and
Treasurer

Secretary
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Principal Occupation
During Past Five Y ears

TrizecHahn Corp. (real estatecom-
pany); Former President of the
Deutsche Bundesbank and Chair-
man of its Central Bank Council
(1980-1991).

(1)(2)(3)5)(6)(7)(8)(9)(10)(11)(12)
(13)(14)(15)(16)(17)(18)(19)

Certified Public Accountant; Profes-
sor of Accounting, Pace University
since 1965.(1)(3)(4)(5)(6)(7)(10)
(13)(16)(17)(19)

Chairman of The Bethlehem Corp.;
Board Member of Hollis Eden
Pharmaceuticals, Former Executive
Vice President of FMG Group (a
healthcare provider); Former Presi-
dent and Chief Executive Officer of
the Lehigh Group Inc. (an electrical
supply wholesaler); Former Chair-
man of the Executive Committee and
Director of Binnings Buildings Prod-
ucts, Inc. until 1997; Adviser to The
Gabelli Growth Fund.(1)(5)(7)(10)(16)

Executive Vice President and Chief
Operating Officer of Gabelli Funds,
LLC since 1988; Director and Presi-
dent of Gabelli Advisers, Inc., and an
officer of al mutual funds managed
by Gabelli Funds, LLC and its affili-
ates.

Vice President, General Counsdl and
Secretary of Gabelli Asset Manage-
ment, Inc. since 1999 and GAMCO
Investors, Inc. since 1993; Secretary
of al mutual funds managed by
Gabelli Funds, LLC and its affiliates.



Carter W. Austin (34) Vice President Vice President of Gabelli Funds,

One Corporate Center LLC since 1996. Previously, Direc-

Rye, New Y ork 10580-1434 tor of Business Development, for
Links Club Internaional (an affiliate
of the PGA Tour).

* "Intereged person" of the Fund, as defined in the 1940 Act. Mr. Gabelli is an "interested person" of the

Fund as aresult of his employment as an officer of the Fund and the Investment A dviser. Mr. Gabelli is
also aregistered representative of an affiliated broker-dealer. Mr. Pohl is a Director of the parent company
of the Investment Adviser.

(1) Trustee of The Gabelli Asset Fund

(2) Trustee of The Gabelli Blue Chip Value Fund

(3) Director of Gabelli Capital Series Fund, Inc.

(4) Director of Comstock Funds, Inc.

(5) Director of The Gabelli Convertible Securities Fund, Inc.

(6) Director of Gabelli Equity Series Funds, Inc.

(7) Director of The Gabelli Global Multimedia Trust Inc.

(8) Director of Gabelli Global Series Funds, Inc.

(9) Director of Gabelli Gold Fund, Inc.

(10) Trustee of The Gabelli Growth Fund

(11) Director of Gabelli International Growth Fund, Inc.

(12) Director of The Gabelli Investor Funds, Inc.

(13) Trustee of The Gabelli Mathers Fund

(14) Trustee of The Gabelli Money Market Funds

(15) Trustee of The Gabelli Utilities Fund

(16) Trustee of T he Gabelli Utility Trust

(17) Director of The Gabelli Value Fund Inc.

(18) Trustee of The Gabelli Westwood Funds

(19) Director of The Treasurer's Fund, Inc.
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The Board of Directors of the Fund is divided into three classes, with a class having a
term of no more than three years. Each year the term of office of one class of directors expires.
See "Certain Provigons of the Charter and By Laws" in the prospectus.

The Fund and the Investment Adviser have adopted a code of ethics (the "Code of
Ethics") under Rule 17J-1 of the 1940 Act. The Code of Ethics permits personnel, subject to the
Code of Ethics and its restrictive provisions, to invest in securities, including securities that may
be purchased or held by the Fund. The Code of Ethics can be reviewed and copied at the United
States Securities and Exchange Commission's Public Reference Room in Washington, D.C.
Information on the operations of the Reference Room may be obtained by calling the Securities
and Exchange Commission at (202) 742-8090. The Code of Ethicsis also available on the
EDGAR database on the Securities and Exchange Commission's Internet Site at
http://www.sec.gov. Copies of the Codeof Ethics may also be obtained, after paying a duplica-
ing fee, by electronic request at the following e-mail address. publicinfo@sec.gov, or by writing
the Securities and Exchange Commission's Public Reference Room Section, Washington, D.C.
20549- 0102.

REMUNERATION OF DIRECTORS AND OFFICERS

The Fund pays each Director who is not affiliated with the Investment Adviser afee of
$12,000 per year plus $1,500 per Directors meeting attended and $500 per meeting by telephone,
together with each Director's actual out-of-pocket expenses relating to attendance at such
meetings. The aggregate remuneration (exclusive of reimbursed personal expenses) accrued by
the Fund during the year ended December 31, 2000 amounted to $133,967.

The following table shows certain compensation information for the Directors of the
Fund for the year ended December 31, 2000. Officers and Directors of the Fund who are
employed by the Investment Adviser received no compensation or expense reimbursement from
the Fund.
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Aggregate Compensation  Total Compensation From Fund

Name of from and Fund Complex Paid to
Director/Officers Fund DirectordOfficers
Mario J. Gabelli $0 $ 0 (17)
Dr. Thomas E. Bratter $ 18,000 $ 31,000 (3)
Anthony J. Colavita $ 17,467 $129,967 (19)
James P. Conn $ 18,000 $ 52,000 (6)
Frank J. Fahrenkopf, Jr. $ 18,000 $ 31,000 (3)
Karl Otto Pohl $0 $ 0 (19)
Anthony R. Pustorino $ 23,000 $ 121,500 (12)
Salvatore J. Zizza $ 18,000 $ 55,000 (6)
Carter W. Austin $134,167 $ 134,167 (1)

Representsthe totd compensation paid to such persons during the calendar year ended December 31, 2000
by investment companies (including the Fund) or portfolios thereof from which such person receives
compensation that are consdered part of the same fund complex as the Fund because they have common or
affiliated investment advisers. The parenthetical number representsthe number of suchinvestment
companies and portfolios from which such personreceived compensation.

LIMITATION OF OFFICERS AND DIRECTOR, LIABILITY

The By Laws of the Fund provide that the Fund will indemnify its Directors and officers
and may indemnify its employees or agents against liabilities and expenses incurred in connec-
tion with litigation in which they may be involved because of their offices with the Fund, to the
fullest extent permitted by law. In addition, the Charter of the Fund provides that the Fund's
Directors and officers will not be liable to shareholders for money damages, except in limited
instances. However, nothing in the Charter or the By Laws protects or indemnifies a Director,
officer, employee or agent of the Fund against any liability to which such person would
otherwise be subject in the event of such person's adive or deliberae dishonesty which is
material to the cause of action or to the extent that the person received an improper benefit or
profit in money, property or services to the extent of such money, property or services. In
addition, indemnification is not permitted for any act or omission committed in bad faith which
ismaterial to the cause of action or, with respect to any criminal proceeding, if the person had
reasonable cause to believe that the act or omission was unlawful. In addition, indemnification
may not be provided in respect of any proceeding in which the person had been adjudged to be
liable to the Fund.
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THE INVESTMENT ADVISER

The Investment Adviser isaNew York limited liability company that also serves as
Investment Adviser to other closed-end investment companies and open-end investment
companies with aggregate assets in excess of $10.3 hillion as of March 31, 2001. The Inved-
ment Adviser is aregistered investment adviser under the 1940 Act. Mr. Mario J. Gabelli may
be deemed a " controlling person” of the Investment Adviser on the basis of his controlling
interest in the parent company of the Investment Adviser. The Investment Adviser has several
affiliates that provide investment advisory services: GAMCO Investors, Inc. ("GAMCO") a
wholly-owned subgdiary of the Investment Adviser ads as investment adviser for individuds,
pension trusts, profit-sharing trusts and endowments, and had assets under management of
approximately $10.7 billion under its management as of March 31, 2001; Gabelli Advisers, Inc.
acts as to the Gabelli Westwood Funds with assets under management of approximately $494
million as of March 31, 2001; Gabelli Securities, Inc. acts as genera partner or investment
manager to certain alternative investments products, consisting primarily of risk arbitrage and
merchant banking limited partnerships and offshore companies, with assets under management of
approximately $473 million as of March 31, 2001; and Gabelli Fixed Income, LLC acts as
investment adviser for the three portfolios of The Treasurer's Fund and separate accounts having
assets under management of approximately $1.7 billion as of March 31, 2001.

Affiliates of the Investment Adviser may, in the ordinary course of their business, acquire
for their own account or for the accounts of their advisory clients, significant (and possibly
controlling) positionsin the securities of companies that may also be suitable for investment by
the Fund. The securitiesin which the Fund might invest may thereby be limited to some extent.
For instance, many companies in the past severa years have adopted so-called "poison pill" or
other defensive measures designed to discourage or prevent the completion of non-negotiated
offersfor control of the company. Such defensive measures may have the effed of limiting the
shares of the company which might otherwise be acquired by the Fund if the affiliates of the
Investment Advisa or their advisory accounts have or acquire a significant position in the same
securities However, the Investment Adviser does not believe that the investment activities of its
affiliates will have a material adverse effect upon the Fund in seeking to achieve its investment
objectives. Securities purchased or sold pursuant to contemporaneous orders entered on behal f
of the investment company accounts of the Investment Adviser or the advisory accounts
managed by its affiliates for their unaffiliated clients are allocated pursuant to principles believed
to befair over time and not disadvantageous to any such accounts. The Investment Adviser may
on occasion give advice or take action with respect to other clients that differ from the actions
taken with respect to the Fund. The Fund may invest in the securities of companies which are
investment management clients of GAMCO. In addition, portfolio companies or their officers or
directors may be minority shareholders of the Investment Adviser or its affiliates

Pursuant to an Advisory Agreement (the "Advisory Agreement"), the Investment Adviser
manages the portfolio of the Fund in accordance with its stated investment objectives and
policies, makes investment decisions for the Fund, places orders to purchase and sell securities
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on behalf of the Fund and manages its other business and affairs, all subject to the supervision
and direction of the Fund's Board of Directors. In addition, under the Advisory Agreement, the
Investment Adviser oversees the administration of all aspects of the Fund's business and affairs
and provides, or aranges for others to provide, at the Investment Adviser's expense, certain
enumerated services, including mantaining the Fund's books and records preparing reports to
the Fund's sharehd ders and supervising the calculaion of the net asse value of its shares. All
expenses of computing the net asset value of the Fund, including any equipment or services
obtained solely for the purpose of pricing shares or valuing its investment portfolio, are consid-
ered to be an expense of the Fund under its Advisory Agreement.

The Advisory Agreement combines investment advisory and administrative responsibili-
tiesin one agreement. The Investment Adviser hasin turn retained PFPC, Inc. to act as sub-
administrator to the Fund. See "Management of the Fund -- Sub-Administrator” in the prospec-
tus.

For services rendered by the Investment Adviser on behalf of the Fund under the
Advisory Agreement, the Fund pays thelnvestment Advisa afee computeddaily and paid
monthly at the annual rate of 1.00% of the average weekly net assets of the Fund. The fees
payable under the Advisory Agreement are higher than the fees payable by most registered
investment companies. Notwithstanding the foregoing, the Investment Adviser will waive the
portion of its investment advisory fee attributable to an amount of assets of the Fund equal to the
aggregate stated value of the Series B Preferred for any calendar year in which the total return of
the Fund, including dstributions and the advisory fee sulject to potential waiver, allocable to
common stock is less than the stated dividend rate of the Series B Preferred. The Investment
Adviser has a similar arrangement in effect with respect to the Series A Preferred.

The Advisory Agreement provides that in the absence of willful misfeasance, bad faith,
gross negligence or reckless disregard for its obligations and duties thereunder, the Investment
Adviser isnot liable for any error or judgment or mistake of law or for any loss suffered by the
Fund. Aspart of the Advisory Agreement, the Fund has agreed that the name "Gabelli" isthe
Investment Adviser's property, and that in the event the Investment Adviser ceasesto act as an
investment adviser to the Fund, the Fund will change its name to one not including the word
"Gabelli."

The Advisory Agreement was initially approved by the Board of Directors at a meeting
held on July 17, 1986 and was approved most recently by the Board of Directors on May 17,
2000. The Advisory Agreement is terminable without penalty by the Fund on not more than
sixty days written notice when authorized by the Board of Directors of the Fund, by the holders
of amajority of the outstanding voting securities of the Fund, as defined in the 1940 Act, or by
the Investment Adviser. The Advisory Agreement will automatically terminate in the event of its
assignment, as defined in the 1940 Act. The Advisory Agreement provides that, unless termi-
nated, it will remain in effect so long as continuance of the Advisory Agreement is approved
annually by the Board of Directors of the Fund, or the shareholders of the Fund and in either
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case, by amajority vote of the Directors who are not parties to the Advisory Contract or
"interested persons” as defined in the 1940 Act of any such person cast in person at a meeting
called specifically for the purpase of voting on the continuance of the Advisory Agreement.

For each of the years ended December 31, 1998, December 31, 1999 and December 31,
2000, the Investment Adviser was paid $12,272,654, $14,000,719 and $13,085,773, respectively,
for advisory and administrative services rendered to the Fund.

PORTFOLIO TRANSACTIONS

Subject to policies established by the Board of Directors of the Fund, the Investment
Adviser isresponsible for placing purchase and sale orders and the allocation of brokerage on
behalf of the Fund. Transactionsin equity securities are in most cases effected on U.S. stock
exchanges and involve the payment of negotiated brokerage commissions. In general, there may
be no stated commission in the case of certain debt securities and securities traded in over-the-
counter markets, but the prices of those securities may include undisclosed commissions or
mark-ups. Principa transactions are not entered into with affiliates of the Fund. However,
Gabelli & Company, Inc. ("Gabelli & Company") may execute transactions in the over-the
counter markets on an agency basis and receive a stated commission therefrom. To the extent
consistent with applicable provisions of the 1940 Act and the rules and exemptions adopted by
the Securities and Exchange Commission thereunder, as well as other regulatory requireaments,
the Fund's Board of Directors has determined that portfolio transactions may be executed through
Gabelli & Company and its broker-dealer affiliatesif, in the judgment of the Investment Adviser,
the use of those broker-dealersislikely to result in price and execution at least as favorable as
those of other qualified broker-dealers, and if, in particular transactions, those broker-deale's
charge the Fund arate consistent with that charged to comparable unéfiliated customesin
similar transactions. The Fund has no dbligation to deal with any broker or group of brokersin
executing transactions in portfolio securities. In executing transactions, the Investment Adviser
seeks to obtain the best price and execution for the Fund, taking into account such factors as the
price, size of order, difficulty of execution and operational facilities of the firm involved and the
firm'srisk in positioning a block of securities. While the Investment Adviser generally seeks
reasonably competitive commission rates, the Fund doesnot necessarily pay the lowest commis-
sion available

For the fiscal years ended December 31, 1998, December 31, 1999 and December 31,
2000, the Fund paid atotal of $836,479, $1,137,510 and $847,808, respectively, in brokerage
commissions, of which Gabelli & Company, Inc. and its affiliates received $362,737002,
$554,925 and $586,533, respectivdy. The amount received by Gabelli & Company, Inc. and its
affiliates from the Fund in respect of brokerage commissions for the fiscal year ended December
31, 2000 represented approximatdy 698% of the aggregate dollar amount of brokeragecommis-
sions paid by the Fund for such period and approximately 78% of the aggregate dollar amount of
transactions by the Fund for such period.
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Subject to obtaining the best price and execution, brokers who provide supplemental
research, market and statistical information to the Investment Adviser or its affiliates may receive
orders for transactions by the Fund. The term "research, market and statistical information”
includes advice asto the value of securities, and advisability of investing in, purchasing or
selling securities, and the availability of securities or purchasers or sellers of securities, and
furnishing analyses and reports concerning issues, industries, securities, economic factors and
trends, portfolio strategy and the performance of accounts. Information so received will bein
addition to and not in lieu of the services required to be performed by the Investment Adviser
under the Advisory Agreement and the expenses of the Investment Adviser will not necessarily
be reduced as aresult of the receipt of such supplemental information. Such information may be
useful to the Investment Adviser and its affiliates in providing servicesto clients other than the
Fund, and not all such information is used by the Investment Adviser in connection with the
Fund. Conversely, such information provided to the Investment Adviser and its affiliates by
brokers and deal ers through whom other clients of the Investment Adviser and its affiliates effect
securities transactions may be useful to the Investment Adviser in providing servicesto the Fund.

Although investment decisions for the Fund are made independently from those of the
other accounts managed by the Investment Adviser and its affiliates, investments of the kind
made by the Fund may also be made by those other accounts. When the same securities are
purchased for or sold by the Fund and any of such other accounts, it is thepolicy of the Invest-
ment Adviser and its affiliates to allocate such purchases and sales in the manner deemed fair and
equitableto all of the accounts, including the Fund.

AUTOMATIC DIVIDEND REINVESTMENT AND
VOLUNTARY CASH PURCHASE PLAN

Under the Fund's Automatic Dividend Reinvestment and Voluntary Cash Purchase Plan
(the "Plan"), a stockholder whose shares of the Fund's common stock is registered in hisown
name will have all distributions reinvested automaticdly by State Street Bank and Trust
Company ("State Street"), which is agent under the Plan, unless the stockholder elects to receive
cash. Distributions with respect to shares registered in the name of a broker-dealer or other
nominee (that is, in "street name") will be reinvested by the broker or nominee in additional
shares under the Plan, unless the service is not provided by the broker or nominee or the
stockholder elects to receive distributionsin cash. Investors who own common stock registered
in street name should consult their broker-deal ers for details regarding reinvestment. All
distributions to investors who do not participate in the Planwill be paid by check mailed directly
to the record holder by State Street as dividend disburang agent.

Under the Plan, whenever the market price of the common stock is equal to or exceeds
net asset value at the time shares are valued for purposes of determining the number of shares
equivalent to the cash dividend or capital gains distribution, participantsin the Plan are issued
shares of common stock, valued at the greater of (i) the net asset value as most recently deter-
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mined or (ii) 95% of the then current market price of the common stock. The valuation dateis
the dividend or distribution payment date or, if that date is not a New Y ork Stock Exchange
trading day, the next preceding trading day. If the net asset value of the common stock at the
time of valuation exceeds the market price of the common stock, participants will receive shares
from the Fund, valued at market price. If the Fund should declare a dividend or capital gains
distribution payable only in cash, State Street will buy the common stock for such Plan in the
open market, on the New Y ork Stock Exchange or elsawhere, for the participants accounts,
except that State Street will endeavor to terminate purchases in the open market and cause the
Fund to issue shares at net asset value if, following the commencement of such purchases, the
market value of the common stock exceeds net asset value.

Participants in the Plan have the option of making additional cash payments to State
Street, monthly, for investment in the shares as applicable. Such payments may be made in any
amount from $250 to $10,000. State Stree will use al funds received from participants to
purchase shares of the Fund in the open market on or about the 15" of each month. State Street
will charge each stockholder who participates $0.75, plus a pro rata share of the brokerage
commissions. Brokerage charges for such purchases are expected to be less than the usual
brokerage charge for such transactions. It is suggested that partidpants send voluntary cash
payments to State Street in a manner that ensures that State Street will receive these payments
approximately 10 days before the 15" of the month. A participant may without charge withdraw
avoluntary cash payment by written notice, if the notice isreceived by State Street at |east 48
hours before such payment is to be invested.

State Street maintains all stockholder accounts in the Plan and furnishes written confir-
mations of all transactions in the account, including information needed by stockholders for
personal and tax records. Sharesin the account of each Plan partiapant will be held by State
Street in noncertificated form in the name of the paticipant. A Plan participant may sendits
share certificates to State Street so that the shares represented by such certificates will be held by
State Street in the participant's stockholder account under the Plan.

In the case of stockholders such as banks, brokers or nominees, which hold shares for
others who are the beneficial owners, State Street will administer the Plan on the basis of the
number of shares certified from time to time by the stockholder as representing the total amount
registered in thestockholder's name and held for theaccount of beneficial owners who partici-
pate in the Plan.

Experience under the Plan may indicate that changes are desirable. Accordingly, the
Fund reserves theright to amend or terminate the Plan as applied to any voluntary cash payments
made and any dividend or distribution paid subsequent to written notice of the change sent to the
Plan members at least 90 days before the record date for such dividend or distribution. The Plan
also may be amended or terminated by State Street on at least 90 days written notice to the Plan
participants.
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TAXATION

The following discussion is a brief summary of certain additional United States Federal
income tax considerations affecting the Fund and its stockholders. No attempt is made to present
adetailed explanation of all Federal, state, local and foreign tax concerns, and the discussions set
forth here and inthe prospectus do not constitute tax advice. Investorsare urged to consult their
own tax advisers with any specific questions relating to Federal, state, local and foreign taxes.
The discussion reflects applicable tax laws of the United States as of the date of this SAI, which
tax laws may be changed or subject to new interpretations by the courts or the Internal Revenue
Service (the "IRS") retroactively or prospectively.

GENERAL

The Fund has qualified as and intends to continue to qualify as a regulated investment
company (a"RIC") under Subchapter M of the Internal Revenue Code of 1986, as amended (the
"Code"). If it so qualifies, the Fund will not be subject to U.S. Federal income tax on the portion
of its net investment income (i.e., its investment company taxable income as defined in the Code
without regard to the deduction for dividends paid) and on its net capital gain (i.e., the excess of
its net realized long-term capitd gain over its net realized short-term capital 1o0ss), if any, which it
distributes to its stockholders in each taxable year, provided that an amount equal to at least 90%
of the sum of its net investment income and any net tax-exempt income for thetaxable year is
distributed to its stodkholders.

Qualification as a RIC requires, among other things, that the Fund: (a) derive at least 90%
of its gross income in each taxable year from dividends, interest, payments with respect to
securities loans, gains from the sale or other disposition of stock, securities or foreign currencies
or other income (including gains from options, futures or forward contracts) derived with respect
to its business of investing in stock, securities or currencies and (b) diversify its holdings so that,
at the end of each quarter of each taxable year, subject to certain exceptions, (i) at least 50% of
the market value of the Fund's assets is represented by cash, cash items, U.S. government
securities, seaurities of other RICs and other securities with such other securities limited, in
respect of any one issuer, to an amount not greater than 5% of the value of the Fund's assets and
10% of the outstanding voting securities of such issuer, and (ii) not more than 25% of the value
of its assetsisinvested in the securities (other than U.S. government securities or the securities of
other RICs) of any one issuer or any two or more issuers that the Fund controls and which are
determined to be engaged in the same or similar trades or businesses or related trades or
businesses.

TAXATION OF THE FUND
If the Fund were unable to satisfy the 90% distribution requirement or otherwise were to
fail to qualify asaRIC in any year, it would be taxed in the same manner as an ordinary

corporation and distributions to the Fund's stockhol derswould not be deducible by the Fund in
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computing its taxableincome. To qualify again to be taxed as a RIC in a subsequent year, the
Fund would be required to distribute to Preferred Stockholders and common stockholders its
earnings and profits attributable to non-RIC years reduced by an interest charge on 50% of such
earnings and profits payable by the Fund to the IRS. In addition, if the Fund failed to qualify as
aRIC for a period greater than one taxable year, then the Fund would be required to recognize
and pay tax on any net built-in gains (the excess of aggregate gains, including items of income,
over aggregate losses that would have been realized if the Fund had been liquidated) or,
aternatively, to elect to be subject to taxation on such built-in gains recognized for a period of
ten years, in order to qualify asa RIC in a subsequent year.

Under the Code, amounts not distributed by a RIC on atimely basisin accordance with a
calendar year distribution requirement are subject to a 4% excise tax. To avoid the tax, the Fund
must distribute during each calendar year, an amourt at least equal to the sum of (1) 98% of its
ordinary income for the calendar year, (2) 98% of its capital gain net income (both long-term and
short-term) for the one year period ending on October 31 of such year, (unless, asin the case of
the Fund, an election is made by afund with a November or December year-end to use the fund's
fiscal year), and (3) al ordinary income and capital gain net income for previous years that were
not previously distributed or subject to tax under Subchapter M. A distribution will be treated as
paid during the cdendar year if it is paid during the calendar year or declared by theFund in
October, November or December of the year, payable to stockholders of record on a date during
such amonth and paid by the Fund during January of the following year. Any such distributions
paid during January of the following year will be deemed to be received on December 31 of the
year the distributions are declared, rather than when the distributions are received. While the
Fund intends to distribute its ordinary income and capital gain net income in the manner
necessary to minimize imposition of the 4% excise tax, there can be no assurance that sufficient
amounts of the Fund's ordinary incomeand capital gain net income will be distributed to avoid
entirely the imposition of the tax. In such event, the Fund will be liable for the tax only on the
amount by which it does not meet the foregoing distribution requirements.

Gain or loss on the sales of securities by the Fund will be long-term capital gain or loss if
the securities have been held by the Fund for more than one year. Gain or loss on the sale of
securities held for one year or less will be short-term capital gain or loss.

Foreign currency gain or loss on non-U.S. dollar denominated bonds and other similar
debt instruments and on any non-U.S. dollar denominated futures contracts, options and forward
contracts that are not section 1256 contracts (as defined below) generally will be treated as net
investment income and | oss.

If the Fund invests in stock of a passive foreign investment company (a"PFIC"), the
Fund may be subject to Federal income tax on a portion of any "excess distribution” with respect
to, or gain from thedisposition of, such stock even if suchincome is distributed as a taxable
dividend by the Fund to its stockholders. The tax would be determined by allocating such
distribution or gainratably to each day of the Fund's holding period for thestock. The amount s

28



alocated to any taxable year of the Fund prior to the taxable year in which the excess distribution
or disposition occurs would be taxed to the Fund at the highest marginal Federal corporate
income tax rate in effect for the year to which it was allocated, and the tax would be further
increased by an interest charge. The amount allocated to the taxable year of the distribution or
disposition would be included in the Fund's net investment income and, accordingly, would not
be taxable to the Fund to the extent distributed by the Fund as a taxable dividend to stockholders.

If the Fund investsin stock of a PFIC, the Fund may be able to dect to treat the PFIC asa
"qualified electing fund,” in lieu of being taxable in the manner described in the above paragraph
and to include annually in income its pro rata share of the ordinary eamings and net capital gain
(whether or not distributed) of the PFIC. In order to make this election, the Fund would be
required to obtain annual information from the PFICsin which it invests, which may be difficult
to obtain. Alternaively, the Fund may dect to mark-to-market at the end of each taxable year all
sharesthat it hold in PFICs. If it makes this election, the Fund would recognize as ordinary
income any increase in the value of such shares over their adjusted basis and as ordinary loss any
decrease in such value to the extent it does not exceed prior increases.

The Fund may invest in debt obligations purchased at a discount with the result that the
Fund may be required to accrue income for Federal income tax purposes before amounts due
under the obligations are paid. The Fund may also invest in securities rated in the medium to
lower rating categories of nationally recognized rating organizations, and in unrated securities
("high yield securities"). A portion of the interest payments on such high yield securities may be
treated as dividends for Federal income tax purposes.

Asaresult of investing in stock of PFICs or securities purchased at a discount or any
other investment that produces income that is not matched by a corresponding cash distribution
to the Fund, the Fund could be required to include in current income, income it has not yet
received. Any such income would betreated as income earned by the Fund and therefore would
be subject to the distribution requirements of the Code. This might prevent the Fund from
distributing 90% of its net investment income asis required in order to avoid Fund-level Federal
income taxation, or might prevent the Fund from distributing enough ordinary income and
capital gain net income to avoid completely the imposition of the excise tax. To avoid this result,
the Fund may be required to borrow money or dispose of other securities to be able to make
distributions to its stockholders.

If the Fund does not meet the asset coverage requirements of the 1940 Act and the
Articles Supplementary, the Fund will be required to suspend distributions to the holders of the
common stock until the asset coverage isrestored. Such a suspension of distributions might
prevent the Fund from distributing 90% of its net investment income asisrequired in order to
avoid Fund-level Federal income taxation, or might prevent the Fund from distributing enough
income and capital gain net income to avoid completely imposition of the excise tax. Upon any
failure to meet the asset coverage requirements of the 1940 Act or the Articles Supplementary,
the Fund may, and in certain circumstances will, be required to partially redeem the shares of
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Preferred Stock in order to restore the requisite asset coverage and avoid the adverse conse-
guences to the Fund and its stockholders of failing to qualify asaRIC. If asset coverage were
restored, the Fund would again be able to pay dividends and would generally be able to avad
Fund-level Federal income taxation on the income that it distributes.

HEDGING TRANSACTIONS

Certain options, futures contracts and options on futures contracts are "section 1256
contracts." Any gains or losses on section 1256 contracts are generally considered 60% long-
term and 40% short-term capital gains or losses ("60/40"). Also, section 1256 contracts held by
the Fund at the end of each taxable year are "marked-to-market" with the result that unrealized
gains or losses are treated as though they were realized and the resulting gain or loss is treated as
60/40 gain or loss.

Hedging transactions undertaken by the Fund may result in "straddles’ for Federal
income tax purposes. The straddle rules may affect the character of gains (or losses) realized by
the Fund. In addition, losses realized by the Fund on positions that are part of a straddle may be
deferred under the straddle rues, rather than being taken into account in calculating the taxable
income for the taxable year in which such losses are realized. Further, the Fund may be required
to capitalize, rather than deduct currently, any interest expense on indebtedness incurred or
continued to purchase or carry any positions that are part of a straddle.

The Fund may make one or more of the elections available under the Code which are
applicable to straddles. If the Fund makes any of the elections, the amount, character and timing
of the recognition of gains or losses from the affected straddle positions may be determined
under rules that vary according to the election(s) made. The rules applicable under certain of the
el ections accderate the recognition of gain or loss from the affected straddle postions.

Because application of the straddle rules may affect the character and timing of the Fund's
gains, losses and deductions, the amount which must be distributed to stockholders, and which
will be taxed to stockholders as ordinary income or long-term capital gain, may be increased or
decreased subgdantially as compared to afund that dd not engage in such hedging transactions.

FOREIGN TAXES

Since the Fund may invest in foreign securities, itsincome from such securities may be
subject to non-U.S. taxes. It isanticipated that the Fundwill not invest more than 35% of its
total assetsin foreign securities. Accordingly, the Fund will not be eligible to elect to "pass
through" to stockholders of the Fund the ability to use the foreign tax deduction or foreign tax
credit for foreign taxes paid with respect to qualifying taxes. In order to make such an election,
at least 50% of the Fund's total assets would be required to be invested in foreign securities.
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TAXATION OF STOCKHOLDERS

The Fund will determine either to distribute or to retain for reinvestment dl or part of its
net capital gain. If any such gains are retained, the Fund will be subject to atax of 35% of such
amount. In that event, the Fund expects to designate the retained amount as undistributed capital
gainsin anoticeto its stockholders, each of whom (i) will be required to include in income for
tax purposes as long-term capital gainsits share of such undistributed amounts, (ii) will be
entitled to credit its proportionate share of the tax paid by the Fund against its Federal income tax
liability and to clam refunds to the extent that the credit exceeds such liability, and (iii) will
increase its basisin its shares of the Fund by an amount equal to 65% of the amount of undistrib-
uted capital gainsincluded in such stockholder's gross income.

Distributions of ordinary income are taxable to a U.S. stockholder as ordinary income,
whether paid in cash or shares. Ordinary income dividends paid by the Fund may qualify for the
dividends received deduction available to corporations, but only to the extent that the Fund's
income consists of qualified dividends received from U.S. corporations. The amount of any
dividend distribution eligible for the dividends received deduction will be designated by the Fund
in awritten notice to stockholders within 60 days of the close of the taxable year. Distributions
of net capital gain designated as capital gain dividends ("Capital Gain Dividends"), if any, are
taxable as long-term capital gains, whether paid in cash or in shares, regardless of how long the
stockholder has held the Fund's shares, and are not eligible fo the dividends received deduction.

Stockholders receiving distributionsin the form of newly issued shares will have abasis
in such shares of the Fund equal to the fair market value of such shares on the distribution date.
If the net asset value of sharesis reduced below a stockholder's cost as aresult of a distribution
by the Fund, such distribution will be taxable even though it represents a return of invested
capital. The price of shares purchased at any time may reflect the amount of aforthcoming
distribution. Those purchasing sharesjust prior to a distribution will receive a distribution which
will be taxable to them even though it represents in part areturn of invested capital.

Upon a sale or exchange of shares a stockholder will realize ataxable gain or loss
depending upon his or her basis in the shares. Such gain or loss will be treated as long-term
capital gain or lossif the shares have been held for more than one year. Any lossrealized on a
sale or exchange will be disallowed to the extent the shares disposed of are replaced within a 61-
day period beginning 30 days before and ending 30 days after the date that the shares are
disposed of. In such acase, the basis of the shares acquired will be adjusted to reflect the
disallowed loss.

Any loss realized by a stockholder on the sale of Fund shares held by the stockholder for
six months or less will be treated for tax purposes as along-term capital 10ss to the extent of any
Capital Gain Dividends received by the stockholder (or credited to the stockholder as an
undistributed capital gain) with respect to such shares.
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Ordinary income dividends and Capital Gain Dividends also may be subject to state and
local taxes. Stockholders are urged to consult their own tax advisers regarding specific questions
about the U.S. Federal, state, local or foreign tax consequences to them of investing in the Fund.

BACKUP WITHHOLDING

The Fund may be required to withhold Federal income tax on al taxable distributions and
redemption proceeds payable to non-corporate stodkholders who fail to provide the Fund with
their correct taxpayer identification number or to make required certifications, or who have been
notified by the IRS that they are subject to backup withholding. Backup withholding is not an
additional tax. Any amounts withheld may be credited against such stockholder's Federal
income tax liability.

The foregoing is a general and abbreviated summary of the applicable provisions of
the Code and Treasury regulations presently in effect. For the complete provisions,
reference should be made to the pertinent Code sections and the Treasury regulations
promulgated thereunder. The Code and the Treasury regulations are subject to change by
legislative, judicial or administrative action, either prospectively or retroactively. Persons
considering an investment in Series B Preferred should consult their own tax advisers
regarding the purchase, ownership and disposition of Series B Preferred.

MOODY'S DISCOUNT FACTORS

The following table identifies the Moody's Discount Factors used to discount particular
Moody's eligible assets for atwo-week exposure period.

Moody's Discount
Type of M oody's Eligib le Asset: Factor:

Short Term M oney M arket Instruments (other than U .S. Gov ernment Obligations set forth
below) and other commercial paper:

Demand or time deposits, certificates of deposit and bankers' acceptances includible in

Moody's Short Term Money Market Instruments . ............... ... ... ....... 1.00
Commercial paper rated P-1 by Moody's maturingin 30 daysorless ............... 1.00
Commercial paper raed P-1 by Moody's maturing in more than 30 days but in 270 days

O LSS . o ottt 1.15
Commercial paper rated A -1+ by S& P maturing in 270 daysorless................ 1.25

Repurchase obligations includible in M oody's Short Term Money Market Instruments if
term is lessthan 30 days and counterparty israted at leastA2 ................... 1.00

Other repurchase obligations . ... ... . . e e
U.S. Common Stock and Common Stock of foreign issuers for which ADRs are Traded . .. 3.00

* Discount Factor applicable to underlying assets.
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Moody's Discount

Type of M oody's Eligib le Asset: Factor:
Common Stock of foregn issuers (in existencefor & least five years) for whichno ADRs
aretraded . . ... 4.00
Convertiblepreferred StOCKS . .. ... .. e 3.00
Preferred stocks:
Auction rate preferred StoCKS . . ... .. 3.50
Other preferred stocksissued by issuersin the financial and industrial industries . . . . .. 1.62
Other preferred stocks issued by issuersin the utilitiesindustry ................... 1.40

U.S. Government Obligations (other than U.S. Treasury Securities Stripsset forth below)
with remaining terms to maturity of:

Lyear OF [€SS . . .t 1.04
2 Y EAIS OF | €SS . . .t 1.09
B Y AIS OF |€SS . . .t e 1.12
AYEarS OF €SS . .o i e 1.15
D YA S OF |ESS . o . ot 1.18
T yearS Of |€SS . o 1.21
10 YEArS OF |ESS . . oottt 1.24
1o yearS OF €SS . . oo 1.25
20 YBAIS OF €SS . . vttt et e 1.26
B0 Y BArS OF 188 . .ttt ettt 1.26

U.S. Treasury Securities Strips with remaining terms to maturity of:

L YA OF [€SS . .ttt e 1.04
2 YA OF |BSS . o et e 1.10
B YA S OF |8SS . ot e 1.14
A YEarS OF |ESS . o oot 1.18
D YA S OF |ESS . . 1.21
T YEAIS OF | €SS . .t e 1.27
10 YearS OF €SS . . o oot 1.34
15 yearS OF €SS . . oo 1.45
20 YBArS OF 1888 . vttt et 1.54
B0 Y EArS OF 188 . .ttt ettt 1.66

Corporate evidences of indebtedness:
Corporate evidences of indebtedness rated Aaa3 with remaining terms to maturity of:

L YA OF |8 . et 1.10
2 YIS OF | €SS . . .t e 1.13
B Y AIS OF | €SS . .t 1.18
Ayears Or €SS . . . 1.21
D Y AIS OF | €SS . . .t 1.23
T YEAIS OF | €SS . .t 1.27



Moody's Discount

Type of M oody's Eligib le Asset: Factor:
L0 YEarS OF €SS . o oot 1.30
IS YEarS OF [€SS . o oo e 1.31
20 YBAIS OF 1ESS . . ottt 1.32
B0 YIS OF 1855 . o 1.33

Corporate evidences of indebtedness rated Aa3 with remaining terms to maturity of:
L YN OF [€SS . . oottt 1.15
2 years Of 1ESS . .. 1.20
BYEAIS OF [ESS . . o 1.23
A yearS OF [ESS . . o 1.27
D YA OF |€SS . . 1.29
T YIS OF | B . et e 1.33
L0 YEAIrS OF €SS . oot ii 1.36
Lo YEArS OF €SS . oottt e e 1.37
20 YBAIrS OF 1SS . .\ttt 1.38
B0 YEAIS OF €8S . . .ottt 1.39

Corporate evidences of indebtedness rated A3 with remaining terms to maturity of:
L Yar OF [€SS . . oottt 1.20
2 Y EAIS OF |BSS . .t 1.26
BYEArS OF [ESS . . o 1.29
A YearS OF |ESS . .o 1.33
D YEAIS OF [€SS . . oo e 1.35
T YBAIS OF |8SS . . et it 1.39
L0 YEAIS OF |ESS . o oottt e 1.42
15 YEAIS OF | €SS . o oottt 1.43
20 YBArS OF €SS . . ottt 1.45
B0 YEArS OF 1888 . . .t 1.45

Corporate evidences of indebtedn ess rated at least Baa3 with remaining terms of maturity
of:
L YN OF [€SS . . oottt 1.25
2 Y EAIS OF |88 . . .t 1.31
BYEAIS OF [ESS . . o 1.35
A yearS OF [ESS . . o 1.38
D YA OF |€SS . . e 1.41
T YEAIS OF |88 . . .ttt 1.45
L0 YEarS OF [€SS . . oo 1.48
IS yEarS OF [€SS . o oo 1.50
20 YBAIrS OF 1@SS . . ottt 1.51
B0 YEAIS OF 1888 . . .t 1.52



Moody's Discount

Type of M oody's Eligib le Asset: Factor:
Corporate evidences of indebtedn ess rated at least Ba3 with remaining terms of maturity

of:
L YN OF [€SS . . oottt 1.36
2 Y EAIS OF |88 . .t 1.42
BYEArS OF [ESS . . o 1.46
A yearS OF [ESS . . o 1.50
D YA OF |€SS . . 1.53
T YEAIS OF |88 . . .ttt 1.57
L0 YEarS OF [€SS . . oo 1.61
IS yEarS OF [€SS . o oo 1.62
20 YBAIrS OF 1ESS . .\ttt 1.64
B0 YIS OF 1858 .t 1.64

Corporate evidences of indebtednessrated atleast B1 and B2 with remaining terms of
maturity of:

L YA OF [€SS . v vttt e 1.46
2 YIS OF | B . e 1.53
B YA S OF |8SS . o .ttt 1.57
A YEarS OF [ESS . . oo 1.61
D Y EAIS OF | €SS . . .t 1.65
T Y EAIS OF | €SS . . .ttt e 1.70
10 YEarS OF €SS . o o oo 1.73
1o YEarS OF €SS . o ot 1.75
20 YBAIS OF 1888 . v vttt ittt 1.76
B0 YBAIS OF €8S . . vttt ittt 1.77

Convertible corporate evidences of indebtedness with senior debt securities rated Aa3
issued by the following type of issuers:

Uty ot 1.28
INAUSEFIAl . . 1.75
Financial .. ... . 1.53
TranspOrtalion . . ... vt e 2.13

Convertible corporate evidences of indebtedness with senior debt securitiesrated A3
issued by the following type of issuers:

0] T2 1.33
INAUSEFI Al . .. 1.80
Financial .. ... ... 1.58
TranspPortation . . .. ...t e 2.18

Convertible corporate evidences of indebtedness with senior debt securities rated Baa3
issued by the following type of issuers:

ULy o e e 1.48



Moody's Discount

Type of M oody's Eligib le Asset: Factor:
INAUSERIAl . . . 1.95
Financial . ... ... .. 1.73
Transportation . . .. ... 2.33

Convertiblecorporate bondswith senior debt securities rated Ba3 issued by the following
type of issuers:

Uy et 1.49
INAUSERIAl . .. 1.96
Financial .. ... ... . 1.74
TransSpPOrtation . . . ... 2.34

Conv ertible corporate bonds with senior debt securities rated B 1 or B2 issued by the fol-
lowing type of issuers:

UYL 1.59
Industrial . ... e 2.06
Financial ... ... .. 1.84
TraNS PO Al ON . . o 2.44

* Discount Factor applicable to underlying assets

NET ASSET VALUE

The net asset value of the Fund's common shares is computed based on the market value
of the securitiesit holds and determined daily as of the close of regular trading on the New Y ork
Stock Exchange and reported in financial newspapers of general circulation as of the last day of
each week.

Portfolio securities which are traded only on stock exchanges are vdued at the last sale
price as of the close of regular trading on the day the securities are being valued, or lacking any
sales, at the mean between closing bid and asked prices. Securities traded in the over-the-counter
market which are Nasdagq National Market securities are valued at the last sale priceas of the
close of regular trading on the day the securities are being valued. Other over-the-counter
securities are valued at the most recent bid prices as obtained from one or more dealers that make
markets in the securities. Portfolio securities which are traded both in the over-the counter
market and on a stock exchange are valued according to the broadest and most representative
market, as determined by the Investment Adviser. Securities traded primarily on foreign
exchanges are valued at the closing values of such securities on their respective exchanges as of
the day the securities are being valued. Securities and assets for which market quotations are not
readily available are valued at fair value as determined in good faith by or under the direction of
the Board of Directors of the Fund. Short-term investments that mature in 60 days or less are
valued at amortized cost, unless the Board of Directors of the Fund determines that such
valuation does not constitute fair value.
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Net asset value per shareis calculated by dividing the value of the securities held plus any
cash or other assets minus all liabilities, including accrued expenses, and less the liquidation
value of any preferred stock outstanding by the total number of shares outstanding at such time.

BENEFICIAL OWNERS

Name and Address of

Beneficial/Record Owner Amount of Shares and
as of March §, 2001 Title of Class Nature of Ow nership Percent of Class
Cede & Co.* Common 107,471,126 (record) 85.75%
P.O. Box 20
Bowling Green Station Preferred 5,313,885 (record) 98.98%

New York, NY 10274

Salomon Smith Barney Inc.** Common 20,802,318 (record) 16.41%
333 W. 34™ Street

New York, NY 10001 Preferred 1,535,922 (record) 28.61%
Charles Schwab & Co., Inc.** Common 7,097,715 (record) 5.60%

c/o ADP Proxy Services
51 Mercedes Way
Edgewood, NY 11717

A.G. Edwards & Sons, Inc.** Common 12,549,337 (record) 9.90%
125 Broad Street, 40" FI.
New York, NY 10004

Prudential Securities Inc.** Common 6,916,745 (record) 5.45%
c/o ADP Proxy Services
51 Mercedes Way Preferred 431,570 (record) 8.04%

Edgewood, NY 11717

Merrill Lynch** Common 6,774,328 (record) 5.34%
4 Corporate Place
Corporate Park 287 Preferred 279,889 (record) 5.21%

Piscatavay, NJ 08855

Paine Webber Inc.** Preferred 825,162 (record) 15.37%
1000 Harbor Blvd.
Weehawken, NJ 07087
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National Financial Services Corp.** Preferred 588,048 (record) 10.95%
200 Liberty Street
New York, NY 10281

* A nominee partnership of The Depository Trust Company.
* Shares held at The Depository Trust Company.

As of December 31, 2000, the Directors and Officers of the Fund as a group beneficially
owned approximately 1.21% of the outstanding shares of the Fund's common stock.

GENERAL INFORMATION
BOOK-ENTRY-ONLY ISSUANCE

The Depository Trust Company ("DTC") will act as securities depository for the shares of
Series B Preferred offered pursuant to the prospectus. The information in this section concerning
DTC and DTC's book-entry system is basad upon information dbtained from DTC. The securi-
ties offered hereby initially will be issued only as fully-registered securities registered in the
name of Cede & Co. (as nominee for DTC). One or more fuly-registered gobal security
certificates initially will be issued, representing in the aggregatethe total number of securities,
and deposited withDTC.

DTC isalimited-purpose trust company organized under the New Y ork Banking Law, a
"banking organization™ within the meaning of the New Y ork Banking Law, a member of the
Federal Reserve System, a"clearing corporation” within the meaning of the New Y ork Uniform
Commercial Code and a"clearing agency" registered pursuant to the provisions of Section 17A
of the SecuritiesExchange Act of 1934, as amended. DTC holds securities that its participants
deposit with DTC. DTC also facilities the settlement among participants of securities transac-
tions, such as transfers and pledges, in deposited securities through electronic computerized
book-entry changes in participants accounts, thereby eliminating the need for physical move-
ment of securities certificates. Direct DTC partidpants include seaurities brokers and dealers,
banks, trust companies, clearing corporations and certain other organizations. Accesstothe DTC
system is also available to others such as securities brokers and dealers, banks and trust compa-
niesthat clear through or maintain a custodial relationship with a direct participant, either
directly or indirectly through other entities.

Purchases of seaurities within the DTC system must be madeby or through direct partici-
pants, which will receive a credit for the securities on DTC's records. The ownership interest of
each actual purchaser of a security, a beneficial owner, isin turn to be recorded on the direct or
indirect participants records. Beneficial ownerswill not receive written confirmation from DTC
of their purchases, but beneficial owners are expected to receive written confirmations providing
details of the transactions, as well as periodic statements of their holdings, from the direct or
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indirect participants through which the beneficial owners purchased securities. Transfers of
ownership interests in securities are to be accomplished by entries made on the books of partici-
pants acting on behalf of beneficial owners. Beneficia owners will not receive certificates
representing their ownership interests in securities, except as provided herein.

DTC has no knowledge of the actual beneficial owners of the securities being offered
pursuant to this praspectus, DTC's records reflect only the identity of thedirect participants to
whose accounts such securities are credited, which may or may not be the beneficial owners.
The participantswill remain responsible for keeping account of their holdings on behalf of their
customers.

Conveyance of notices and other communications by DTC to direct participants, by direct
participants to indrect participants, and by direct participants and indirect participants to benefi-
cial ownerswill be governed by arrangements among them, subject to any statutory or regulatory
requirements as may be in effect from time to time.

Payments on the securities will be madeto DTC. DTC's practice isto credit direct
participants accounts on the relevant payment date in accordance with their respective holdings
shown on DTC's records unless DTC has reason to believe that it will not receive payments on
such payment date. Payments by participants to beneficial owners will be governed by standing
instructions and customary practices and will be the responsibility of such participant and not of
DTC or the Fund, subject to any statutory or regulatory requirements as may be in effect from
timeto time. Payment of dividendsto DTC isthe responsibility of the Fund, disbursement of
such payments to direct participantsis the responsibility of DTC, and disbursement of such
payments to the bereficial ownersis the responsibility of direct and indirect participarts.
Furthermore each beneficial owner must rely on the procedures of DTC to exercise any rights
under the Securities.

Beneficial owne's may obtain certificates representing the securities by contacting State
Street Bank and Trust Company, which acts as transfer egent for the Fund'sshares.

DTC may discontinue providing its services as securities depository with respect to the
securities at any time by giving reasonable notice to the Fund. Under such circumstances, in the
event that a successor securitiesdepository is not obtained, certificates representing the Securi-
tieswill be printed and delivered.

COUNSEL AND INDEPENDENT ACCOUNTANTS

Skadden, Arps, Slate, Meagher & Flom LLP, Four Times Square, New Y ork, New Y ork
10036 is special counsdl to the Fund in connection with the offering of the Series B Preferred.

PricewaterhouseCoopers LLP, 1177 Avenue of the Americas, New Y ork, New
Y ork 10036, has been selected PricewaterhouseCoopers L L P as independent accountants for the
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Fund. Asthe Fund's independent accountants PricewaterhouseCoopers LLP isresponsible for
auditing the Fund's financial statements in accordance with Generally Accepted Accounting
Principles. PricewaterhouseCoopers LLP also prepares areport of its findings thereon and
presents its findings to the Fund's Board of Directors. PricewaterhouseCoopers LLP also reviews
the Fund's state and Federal income tax returns prepared by the Fund's Administrator. For its
services, PricewaterhouseCoopers LL P charges fees which are paid by the Fund.

FINANCIAL STATEMENTS

The audited financial statementsincluded in the Annual Report to the Fund's Sharehol d-
ersfor the fiscal year ended December 31, 2000, is also incorporated herein by reference from
the Fund's Annual Report to Shareholders filed with the Securities and Exchange Commission on
March 7, 2001. The report of PricewaterhouseCoopers LLP in respect of those financial
statements is attached hereto. All other portions of the Annual Report to Shareholders are not
incorporated herein by reference and are not part of the Registration Statement. A copy of the
Annual Report to Shareholders may beobtained without charge by writing tothe Fund at its
address at One Corporate Center, Rye, New Y ork 10580-1434 or by calling the Fund toll-free at
800-GABELLI (422-3554).
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Report of Independent Accountants

To the Board of Directors and Shareholders of
The Gabelli Equity Trust Inc.

In our opinion, the statement of assets and liabilities, including the portfolio of investments, and
the related stataments of operations and of changesin net assets and the financia highlights
appearing on pages 12 through 25 of the December 31, 2000 Annua Report to Shareholders of
The Gabelli Equity Trust Inc. (the “ Equity Trust”) present fairly, in all material respects, the
financial position of the Equity Trust at December 31, 2000, the results of its operations for the
year then ended, the changesin its net assets for each of the two yearsin the period then ended
and the financid highlights for each of the five years in the period then ended, in conformity with
accounting principles generally accepted in the United States of America. These financial
statements and financia highlights (hereafter referred to as “financial statements’) are the
responsibility of the Equity Trust's management; our responsibility isto express an opinion on
these financial statements based on our audits. We conducted our audits of these financial
statements in accordance with auditing standards generally accepted in the United States of
America, which require that we plan and perform the audit to obtain reasonabl e assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on atest basis, evidence supporting the amounts and disdosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overal financia statement presentation. We believe that our audits, which
included confirmation of securities at December 31, 2000 by correspondence with the custodian
and brokers, provide a reasonable basis for our opinion.

We have aso previously audited, in accordance with auditing standards generally accepted in the
United States of America, the statements of assets and liabilities, including the portfolio of
investments, of the Equity Trust at December 31, 1999 and 1998, and the related statements of
operations for the years ended December 31, 1999 and 1998 and the statement of changesin net
assets for the year ended December 31, 1998 (none of which are presanted in the December 31,
2000 Annual Report to Shareholders); and we expressed unqualified opinions on those financial
statements. In our opinion, the information set forth in the senior securities table for the Equity
Trust’s Series A Preferred shares for each of the three years in the period ended December 31,
2000, appearing on page 13 of the Equity Trust’s Registration Statement on Form N-2, isfairly
stated, in all material respects, in relation to the financial statements from which it has been
derived.

PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York, NY 10036
February 14, 2001
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